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EXECUTIVE SUMMARY
CEDAR GROVE WATER, INC.

APPLICATION FOR A PERMANENT RATE INCREASE
DOCKET NO. W-02597A-06-0308

Cedar Grove Water, Inc. ("Company" or "Cedar Grove") is engaged in the business of
providing potable water service to customers in Apache County. The Company is located
approximately 12 miles east of Show Low in Apache County, Arizona. The Company provides
services to approximately 283 customers and its current rates were effective May 24, 2001, per
Arizona Corporation Commission Decision No. 63673 .

The Company proposes total operating revenue of $138,4611, an increase of $35,000, or
33.83 percent over test year revenue of $103,461. Staff recommends total operating revenue of
$122,069, an increase of $18,608, or 17.99 percent over test year revenue of $103,461. The
Company's proposed revenues result in an operating income of $20,293. Staff recommended
revenues would result in an operating income of $18,394.

The Company has proposed an original cost rate base ("OCRB") of $96,830, and an
operating margin of 14.66 percent. The Company claims that its proposed rate increase is
necessary at this time due to the rising cost of maintaining, updating, and expanding existing
infrastructure, and to cope with rising operational costs. The Company's proposed rates would
increase the typical residential bill with a median usage of 2,883 gallons from $25.96 to $36.15
for an increase of $10.19 or 39.3 percent.

Staff has proposed an OCRB of $46,587, and an operating margin of 15.07 percent.
Staffs proposed rates would increase the typical residential bill with a median usage of 2,883
gallons from $25.96 to $26.27, an increase of $0.31 or 1.2 percent.

Staff recommends approval of its rates and charges as presented on Schedule DRE-4 of
this Report.

1 The  Com pa ny reques ted tota l ope ra ting revenue  of $138,461 on pa ge  6 of the  a pplica tion.
Company's  proposed ra tes  would actua lly produce $l44,189 in revenues .

However, the
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Fact sheet

Typ e  o f Own e rs h ip : Arizona  S ub-Cha pte r S  Corpora tion.

The  Com pa ny s e rve s  wa te r cus tom e rs  a pproxim a te ly 12 m ile s  e a s t of S how Low in
Apa che  County, Arizona .
Lo ca tio n  :

Rates : P e rma ne nt ra te  incre a se  a pplica tion file d: Ma y 2 , 2006 . The  a pplica tion be ca me
sufficient on March 12, 2007.

Current Rates : Decision No. 63673, May 24, 2001, with ra tes  e ffective  June  1, 2001 .

P r io r  Te s t  Ye a r : De ce mbe r 31, 1999.

Current Test Year Ended: December 31 , 2005.

Me te re d  Ra te s :

Com pa ny
Curre nt
Ra te s

Com pa ny
P ropos e d
Ra te s

S ta ff
Re comme nde d
Ra te s

Monthly Minimum Cha rge
5/8 X % - inch me te r
% -- inch meter
1 ,- inch meter
1 - % - inch me te r
2 -- inch meter
3 - inch me te r
4 -. inch meter
6 -- inch meter

$ 18.75
$ 28.15
S 46.90
s 93.75
$150.00
$281.25
$468.75
$937.50

s 27.50
$ 41.25
s 68.75
S 137.50
S 220.00
$ 412.50
s 687.50
$1,375.00

S 20.50
S 30.78
s 51.28
$ 102.50
$ 164.00
s 307.50
s 512.50
$1,025.00

Ga llons  in  m inim um 0 0 0

Com m odity Cha rge
Exce ss  of minimum .-- pe r 1,000 ga llons $2.50

Tie r One  from 1 ga llon to 4,000 ga llons
Tie r Two from 4,001 ga llons  to 10,000 ga llons
Tie r Thre e  a ll ga llons  ove r 10,000

$3.00
$3.25
$3.75

Tie r One  from 1 ga llon to 3,000 ga llons
Tie r Two from 3,001 ga llons  to 9,000 ga llons
Tie r Thre e  a ll ga llons  ove r 9,000

$2.00
$3.25
$4.90
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Fact Sheet (Continued)

Com pa ny
Curre nt
Ra te s

Compa ny
P ropos e d
Ra te s

S ta ff
Recommended
Rates

Typic a l re s ide n tia l b ill:

Average  use  (5,135 gallons) $31.59 $43.19 $33.44

Median use (2,883 gallons) $25.96 $36.15 $26.27

Customers :

Numbe r of cus tome rs  in prior te s t ye a r (12/31/99): 116

Number of customers  in the  current tes t year (12/31/05): 283

Curre nt te s t ye a r cus tome rs  by me te r s ize :

5/8 X 3/4 - inch
3/4 - inch

1 - inch
1 1/2 inch

2 -- inch
4 - inch
6 .- inch

283
0
0
0
0
0
0

S easona l cus tomers : N / A

Notific a tions :

An a ffida vit of ma iling of the  cus tome r notifica tion wa s  ma ile d on April 27, 2006.

Number of cus tomer opinions  filed opposing the  ra te  increase  applica tion: 4.

Numbe r of compla ints  file d a ga ins t the  Compa ny from J a nua ry 1, 2004 to pre s e nt: 1.

Percentage of complaints to customer base: 0.35 percent (1 I283).

S u m m a ry o f F ilin g

The  te s t ye a r re s ults  a s  a djus te d by Utilitie s  Divis ion S ta ff ("S ta ff"), for Ce da r Grove
Wa te r, Inc. ("Ce da r Grove " or "Compa ny") s how tota l ope ra ting re ve nue  of $103,461 a nd a n
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ope ra ting loss  of $214 for no ope ra ting margin a s  shown on Schedule  DRE-1. The  origina l cos t
ra te  base  ("OCRB") as  adjusted by Sta ff is  $46,587.

Ce da r Grove 's  propose d ra te s , a s  re que s te d, would produce  tota l ope ra ting re ve nue  of
$138,4612 and opera ting income of $20,293, or a  14.66 percent opera ting margin. The  Company
propos e d OCRB is  $96,830. The  Compa ny's  propos e d ra te s  would incre a s e  the  typica l
res identia l bi11,3 with a  median usage  of 2,883 ga llons , from $25.96 to $36.15 for an increase  of
$10.19, or 39.3 percent, as  shown on Schedule  DRE-5.

S ta ff re comme nds  ra te s  tha t would produce  tota l ope ra ting re ve nue  of $122,069 a nd
opera ting income of $18,394, or a  15.07 pe rcent opera ting margin. S ta ff recommends  an OCRB
of $46,587. S ta ffs  re comme nde d ra te s  would incre a se  the  typica l re s ide ntia l bill with a  me dia n
usage  of 2,883 ga llons , from $25.96 to $26.27 for an increase  of $0.31 or 1.2 pe rcent, a s  shown
on Schedule  DRE-5.

The  Company is  seeking a  ra te  increa se  due  to the  ris ing cos t of ma inta ining, upda ting,
a nd e xpa nding e xis ting infra s tructure , a nd to cope  with ris ing ope ra tiona l cos ts . The  Compa ny
s ta te d in its  a pplica tion tha t in orde r to provide  the  be s t s e rvice  pos s ible  to cus tome rs , the
Compa ny ne e ds  to e xpa nd its  e xis ting sys te m, including, but not limite d to, ma in line s , se rvice
lines , increased pumping capacity and increased s torage  capacity. The  Company s ta te s  tha t its
e xis ting Ce rtifica te  of Conve nie nce  & Ne ce s s ity ("CC&N") a re a  is  e xpe rie ncing ra pid growth
and an increase  in revenues  is  needed to se rvice  these  new homes  in its  ce rtifica ted a rea . The
Compa ny ha s  e xpe rie nce d a  s ubs ta ntia l incre a s e  in ove rhe a d cos ts  a nd othe r e xpe ns e s  in
expanding its  opera tions to serve  new and existing customers.

Ceda r Grove  is  loca ted approxima te ly 12 mile s  ea s t of Show Low, a long S ta te  Highway
60 and covers  a  certifica ted area  of approximate ly e ight square-miles .

During the  te s t ye a r e nde d De ce mbe r 31, 2005, Ce da r Grove  provide d pota ble  wa te r
se rvice  to a  tota l of 283 me te red cus tomers . All of the  me te red cus tomers  in the  te s t yea r we re
served with 5/8 X 3/4 -inch meters . The  Company a lso opera tes  one  2-inch standpipe .

The  Company utilized a  tes t year ending December 31, 2005. The  Company is  regis te red
as  an Arizona  Sub-Chapte r "S" corpora tion with the  Corpora tions  Divis ion of the  Commiss ion.

Companv Background

Ce da r Grove  origina te d in 1992 by purcha s ing the  a s s e ts  a nd tra ns fe rring the  CC&N
from Sunrise  Vis ta  Esta tes  Wate r Company. In Decis ion No. 57990, issued on August 26, 1992,
the  Commiss ion a uthorize d the  tra ns fe r of S unrise  Vis ta  Es ta te s  Wa te r Compa ny to Mr. Ma rk
Gra pp, its  ce rtifie d ope ra tor, doing bus ine s s  a s  Ce da r Grove  Ma na ge me nt. Ce da r Grove

2 The  Com pa ny reques ted tota l ope ra ting revenue  of $138,461 on pa ge  6 of the  a pplica tion.
Company's  proposed ra tes  would actually produce $144,189 in revenues .
3 5/8 x 3/4 -inch meter.

However, the
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purcha s e d the  utility for $6,881 in de bt forgive ne s s , ba ck ta xe s  a nd ve ndor cha rge s . Cedar
Grove  wa s  orga nize d a s  a n Arizona  s ub-cha pte r S  corpora tion. S ince  the n, s e ve ra l CC&N
extensions have been granted and numerous plant facilities have been constructed.

The current ra tes have been in effect s ince  June 1, 2001 per Decision No. 63673.

On May 2, 2006, Cedar Grove  filed this  applica tion for a  permanent ra te  increase .

Consumer Services

A review of the  Consumer Se rvices  Section da tabase  from Janua ry l, 2004 to March 27,
2007 revea led one  compla int was  filed in 2007 rega rding cons truction cos ts . The  compla int has
been resolved and closed. Four opinions were  filed in 2006 opposing this  ra te  increase  request.

Compliance

The  Utilitie s  Divis ion Compliance  Section shows no outs tanding compliance  issues .

The Company is  current on its  property and sa les tax payments.

The  Company is  in good s tanding with the  Corpora tions  Divis ion of the  Commiss ion.

The  U.S . Environme nta l P rote ction Age ncy ("EP A") ha s  re duce d the  a rse nic ma ximum
conta mina nt le ve l ("MCL") in drinking wa te r from 50 microgra ms  pe r lite r (pg/1) to 10 pg/L
The  a rsenic leve ls  reported by Cedar Grove  comply with the  new a rsenic MCL.

Enginee ring

S ta ff inspe cte d the  Compa ny's  pla nt fa cilitie s  on June  12, 2006. A comple te  discuss ion
of S ta ff s  te chnica l findings  a nd re comme nda tions  a nd a  comple te  de s cription of the  wa te r
system are  provided in the  a ttached Engineering Report.

Rate Base

S ta ff" s  a djus tme nts  de cre a s e d the  Compa ny's  propos e d ra te  ba s e  by $50,243, from
$98,830 to $46,587 a s  s hown on S che dule  DRE-2, pa ge  l. De ta ils  of S ta ffs  a djus tme nts  a re
discussed below.

Plant in  Se rvice

S ta ffs  a djus tme nts  to  pla nt in  s e rvice  re s ulte d in  a  ne t de cre a s e  of $26,002, from
$584,467 to $558,465 as shown on Schedule  DRE-2, page 2.
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P umping Equipme nt - Adjus tme nt "a " de cre a s e s  the  pumping e quipme nt a ccount by
$2,753, from $25,553 to $22,800 as  shown on Schedule  DRE-2, pages  2 and 3. S ta ffs  adjus ted
amount re flects  the  disa llowance  of amounts  not supported by documenta tion.

Dis tribution Re s e rvoirs  & S ta ndpipe s .. Adjus tme nt "b" de cre a s e s  the  d is tribution
rese rvoirs  by $103,722, from $103,722 to $0 as  shown on Schedule  DRE-2, pages  2 and 3. This
a ccount wa s  compos e d of cos ts  incurre d for both s tora ge  a nd pre s s ure  ta nks . The  curre nt
de pre cia tion ra te  is  2.22 pe rce nt for s tora ge  ta nks  a nd 5.00 pe rce nt for pre s sure  ta nks . S ta ffs
adjusted amount segrega tes  the  s torage  tank costs  from the  pressure  tank costs  in order to apply
the  appropria te  current deprecia tion ra te  and to provide  a  more  accura te  depiction of the  s torage
and pressure tanks accounts.

Dis tribution Rese rvoirs , S torage - Adjus tment "c" increa se s  the  s torage  tank account by
$95,597, from $0 to $95,597 a s  s hown on S che dule  DRE-2, pa ge s  2 a nd 3. S ta ffs  a djus te d
a mount re fle cts  the  re cla s s ifica tion  of $93,922 in  s tora ge  ta nk cos ts  to  the  "Dis tribution
Rese rvoirs , S torage" account and the  capita liza tion of $1,675 of enginee ring cos t the  Company
ha d incorre ctly e xpe nse d. The  $8,125 diffe re nce  be twe e n the  Compa ny submitte d ba la nce  of
$103,722 a nd S ta ffs  a djus te d ba la nce  of $95,597 for this  a ccount a re  cos ts  tha t the  Compa ny
could not substantia te  with documenta tion.

Tra ns mis s ion a nd Dis tribution Ma ins - Adjus tme nt "d" de cre a se s  the  tra nsmiss ion a nd
dis tribution ma ins  a ccount by $11,664 from $385,994 to $374,330 a s  s hown on S che dule
DRE-2, pa ge s  2 a nd 3. S ta ff' s  a djus te d a mount re fle cts  the  Compa ny provide d corre ctions
verified by Staff and the  capita liza tion of $2,025 of engineering cost the  Company expensed.

Services - Adjus tme nt "e " de cre a s e s  the  s e rvice s  a ccount by $3,617 from $27,601 to
$23,984 a s  shown on S che dule  DRE-2, pa ge s  2 a nd 4. S ta ffs  a djus te d a mount re fle cts  the
disa llowance  of amounts  not supported by documenta tion.

Me te rs  a nd Me te r Ins ta lla tions - Adjus tme nt "F ' incre a s e s  the  me te rs  a nd  me te r
ins ta lla tions  account by $157 from $10,642 to $10,799 a s  shown on Schedule  DRE-2, pages  2
and 4. S ta ffs  adjus ted amount re flects  the  Company provided corrections  ve rified by S ta ff.

Accumulated Depreciation

S ta ff incre a s e d a ccumula te d de pre cia tion by $46,403 from $109,135 to $155,538 a s
shown on Schedule  DRE-2, page  5. The  increase  is  based upon the  adjus tments  S ta ff made  to
p la n t in  s e rvice , a n  a d jus tme nt to  the  a ccumula te d  de pre cia tion  ba la nce  to  re move  the
accumula ted deprecia tion on plant in se rvice  accounts  tha t were  removed in Decis ion No. 63673,
and the  addition of deprecia tion expense to accumulated deprecia tion since the  last ra te  case .

Advances  in  Aid of Cons truc tion

S ta ff decrea sed advances  in a id of cons truction ("AIAC") by $12,754, from $239,807 to
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$227,053 a s  shown on S che dule  DRE-2, pa ge  1 a nd 6. The  decrease  is  based upon S ta ff s
disa llowance of main extension agreements tha t occurred after the  test year.

Contributions in Aid of Construction

S ta ff de cre a se d a mortiza tion of contributions  in a id of cons truction ("CIAC") by $1,171,
from $8,207 to $7,036 as  shown on Schedule  DRE-2, page  1 and 6. The  decrease  is  based upon
S ta ffs  computa tion of a mortiza tion of CIAC utilizing a  2.0 pe rce nt a mortiza tion ra te . The
Compa ny re porte d in da ta  re que s t DRE 2-7 tha t a ll contributions  a re  for tra ns mis s ion a nd
dis tribution mains  which have  a  2.0 percent deprecia tion ra te .

Wo rkin g  Ca p ita l

S ta ffs  a djus tme nts  to working ca pita l re sulte d in a  ne t incre a se  of $10,579, from $0 to
$10,579 a s  shown on Sche dule  DRE-2, pa ge s  1 a nd 7, a s  a  re sult of incre a s ing ca sh working
ca pita l.

Ca s h working ca pita l wa s  ca lcula te d by us ing the  formula  me thod which e qua ls  one -
e ighth of the  opera ting expenses less  deprecia tion, taxes, purchased power and purchased water
expenses, plus one twenty-fourth of purchased power and purchased water expenses.

Affilia ted  Companies  and Alloca tions

Ce da r Grove  is  one  of five  compa nie s  ope ra te d from a n office  loca te d a t 340 N. 9th
S tre e t in  S how Low, Arizona . All five  compa n ie s  a re  owne d  by Ma rk Gra pp  a nd  a re
Commission regula ted with the  exception of Cedar Grove  Water Management Company.

The owner uses shared services to manage and operate  the  five  companies. Shared service
e xpe nse s  a ccounte d for a pproxima te ly 60 pe rce nt of Ce da r Grove 's  te s t ye a r e xpe nse s . The
shared se rvices  include , but a re  not limited to, employees , office  building space , office  supplie s ,
utilitie s , compute rs , compute r software , te lephone , insurance , and othe r misce llaneous  se rvices .
Also, Mark Graph's  office r's  sa la ry is  a lloca ted among the  four regula ted companies .

Additiona lly, Ma rk Gra pp owns  a  pa yroll compa ny (Four S ta r La nd De ve lopme nt) tha t
processes  payroll for the  four regula ted companies . Four S ta r Land Deve lopment is  not loca ted
a t the  s a me  office  a s  the  othe r five  compa nie s . The  Compa ny s ta te s  tha t no a ffilia te  profit is
included in the  billings  of any a ffilia te  company.

The  primary goa l of cos t a lloca tion is  to prevent or limit, a s  much as  poss ible , any cross-
subsidiza tion of customers  from one  company by customers  of another company. S ta ff reviewed
the  a lloca tion methodology used by Cedar Grove . S ta ff found tha t Cedar Grove  a lloca tes  some

4 Cedar Grove Water Company, Inc., Watco, Inc.; Cedar Grove Water Management Company, A Peterson Water
Company, and Serviceberry Water Company, Inc.
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e xpe ns e s  ba s e d on a  s ingle  fa ctor (i.e ., the  numbe r of cus tome rs  pe r re gula te d utility) a nd
allocates other expenses on a  50/50 split between Cedar Grove and Watco.

The  s ingle  factor a lloca tion methodology tha t Cedar Grove  uses  is  inappropria te  because  it
a lways  re sults  in the  utility companie s  with the  la rges t number of cus tomers  (i.e ., Ceda r Grove )
pa ying the  la rge s t a mount of the  a lloca te d cos t re ga rdle s s  of a ny dire ct ca us a l re la tions hip
between the  number of customers and that cost.

For example , the  owner's  office r's  sa la ry of $66,776 is  a lloca ted among the  four regula ted
utilitie s based on the  number of cus tomers  pe r utility. The  owner could, in any given yea r, spend
s ignifica ntly more  time  on one  of his  two s ma lle r utilitie s  (e .g., S e rvice be rry which ha s  22
cus tomers) due  to complex and/or high numbers  of problems a ris ing in it a s  compared to Ceda r
Grove  (which ha s  242 cus tome rs ). If this  occurs , the  cos t ca us a tion ra te ma king principle
indica te s  tha t S e rvice be rry would be  a lloca te d mos t of the  owne r's  office r's  s a la ry. Howe ve r,
unde r the  Compa ny's  p re s e n t me thodology, Ce da r Grove  would  be  unfa irly a lloca te d  a
s ignifica nt portion of the  office r's  sa la ry.

The  Compa ny a lso a lloca te s  office  re nt e xpe nse  sole ly on cus tome r count. Office  re nt is
impa cte d more  by the  tota l numbe r of office  e mploye e s  a nd the ir dire ct la bor hours  tha n by
customer count.

S ta ff note d tha t the  insura nce  e xpe nse  cove ring the  prope rty of the  five  compa nie s  wa s
a lloca te d e qua lly be twe e n Ce da r Grove  a nd Wa tco. No a lloca tions  we re  ma de  to a ny of the
othe r companie s . P rope rty insurance  is  more  re la ted to ne t plant than cus tomer count. Furthe r,
the  50/50 split be twe e n Ce da r Grove  a nd Wa tco re sults  in the  cus tome rs  of Ce da r Grove  a nd
Watco subsidizing the  customers of Serviceberry, A. Peterson, and the  unregula ted company.

Staff a lso noted tha t the  Company a lloca ted office  supplies  expense  (which included water,
gas , e lectric, te lephone , ce ll phone , page r, compute r software , bus iness  forms, e tc.) on a  50/50
s plit be twe e n Ce da r Grove  a nd Wa tco. No a lloca tions  we re  ma de  to the  two s ma lle r utilitie s
(i.e ., S e rvice be rry a nd A. P e te rs on). This  a ls o re s ults  in the  cus tome rs  of Ce da r Grove  a nd
Watco subsidizing the  customers of Serviceben'y and A. Peterson.

One  of the  principle s  conta ined in the  Na tiona l Associa tion of Regula tory Commiss ione rs
("NARUC") Guide line  for Cos t Alloca tions  a nd Affilia te  Tra nsa ctions  s ta te s  tha t:

The prima ry cos t drive r of common cos ts , or a  re levant proxy in the  absence  of a
prima ry cos t drive r, should be  ide ntifie d a nd use d to a lloca te  the  cos t be twe e n
regulated and non-regulated services or products. (Emphasis added).

Furthe r, the  NARUC Guide line  for Cos t Alloca tions  and Affilia te  Transactions  s ta te s  tha t:

To the  maximum extent practicable , in considera tion of adminis tra tive  costs , costs
s hould be  colle cte d a nd cla s s ifie d on a dire ct ba s is for e a ch a s se t, s e rvice  or
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product provided. (Emphasis  added).

Moreove r, the  NARUC Guide line  for Cos t Alloca tions  and Affilia te  Transactions  s ta te s  tha t:

The indire ct cos ts of e a ch bus ine ss  unit, including the  a lloca te d cos ts  of sha re d
services, should be  spread to the  se rvice s  or products  to which the y re la te us ing
re levant cost a lloca tors.

S ta ff utilize d the  NARUC Cos t Alloca tion guide line s  to ide ntify four re le va nt cos t drive rs
of the  Company's  indirect shared expenses . The  equa lly weighted factors  used in ca lcula ting the
genera l a lloca tion percentage  are  as  follows:

1. Dire ct la bor hours  of e mploye e s
2. Dire ct ope ra ting e xpe nse
3. Numbe r of cus tome rs , a nd
4. Ne t p la nt

S ta ff" s  ca lcula tion of the  four-fa ctor ge ne ra l a lloca tion pe rce nta ge  is  shown on DRE-3,
Page  9. S ta ff re commends  tha t Ceda r Grove  adopt S ta ff" s  four-factor a lloca tion me thodology.
Sta ffs  methodology produces  a  more  equitable  a lloca tion of shared indirect expenses  because  it
more  close ly follows  the  NARUC Cos t Alloca tion guide line s  of ide ntifying re le va nt cos t drive rs
and utilizing direct costs  to the  extent poss ible .

Operating Income Statement

Operating Revenue

S ta ff concurs  with the  Compa ny's  te s t ye a r ope ra ting re ve nue  a s  shown on S che dule
DRE-3, page  1.

Operating Expenses

Staff adjustment to opera ting expenses  resulted in a  decrease  of $14,493 from $118,168
to $103,675 as shown on Schedule  DRE-3 page 1. The adjustments are  expla ined below.

S ta ff's  a djus tme nts  re la te  prima rily to the  a lloca tion of s ha re d e xpe ns e s  us ing S ta ffs
four-factor a lloca tion pe rcentage . For sha red expenses  tha t S ta ff de te rmined was  incurred only
for the  four re gula te d compa nie s , S ta ff a lloca te d the  e ntire  e xpe ns e  to the  four re gula te d
companies. For shared expenses tha t a lso benefited the  unregula ted company, Staff removed the
portion of expense  a ttributed to the  unregula ted company and a lloca ted the  remaining ba lance  of
the expense among the four regulated companies.

Salaries and Wages - Adjustment A increased sa laries  and wages by $5,450 from $52,922
to $58,372 a s  s hown on S che dule  DRE-3, pa ge s  l a nd 2. The  Compa ny's  s a la ry a nd wa ge
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e xpe nse  is  compose d of $23,328 in sha re d se rvice  e mploye e  la bor hours  dire ctly a s s igne d to
Ce da r Grove  a nd $27,9885 for Ce da r Grove 's  a lloca te d portion of Ma rk Gra ph's  $66,776
office r's  s a la ry.

Ce da r Grove  doe s  not ma inta in a  re cord of the  a mount of time  Ma rk Gra pp s pe nds
working dire ctly for e a ch of his  va rious  compa nie s . The re fore , Mr. Gra pp a lloca te s  his  office r
sa la ry ba se d on the  cus tome r count pe r utility. The  Compa ny could not provide  a ny s tudie s  to
s upport its  s ingle -fa ctor a lloca tion me thodology. S ta ffs  a djus tme nt re fle cts  the  us e  of S ta ffs
four-factor a lloca tion pe rcentage  to a lloca te  the  office r's  sa la ry. The  Company indica ted tha t the
$66,776 sa la ry perta ined only to the  four regula ted companies  (DRE 2-17).

Repairs  and Maintenance  Expense - Adjustment B decreases  repa irs  and maintenance  by
$1,986 from $4,787 to $2,801 a s  s hown on S che dule  DRE-3, pa ge s  1 a nd 3. Be ca us e  the
Compa ny wa s  una ble  to support its  submitte d ba la nce  with invoice s , S ta ff de rive d its  ba la nce
from Ce da r Grove 's  ge ne ra l le dge r e nding a ccount ba la nce  of $4,258. S ta ff re move d $2,207
from the  genera l ledger ba lance  as  these  costs  were  not supported with invoices . S ta ff added an
additiona l $750 in cos ts  not included in the  gene ra l ledge r but supported by invoice s  submitted
by Cedar Grove .

Office  Supplies  and Expenses - Adjustment C decreases  office  supplies  and expenses  by
$3,882, from $8,191 to $4,309 a s  shown on S che dule  DRE-3, pa ge s  l a nd 4. The  Compa ny's
office  supplie s  and expense  is  composed of $3,287 in cos ts  directly a ss ignable  to Ceda r Grove
and $1,021 for Cedar Grove 's  a lloca ted portion of shared office  expenses  (such as  office  utilities ,
compute r softwa re , bus ine ss  forms , te le phone s , e tc). S ta ff" s  a djus tme nt re fle cts  the  us e  of
Staffs  four-factor a lloca tion percentage  to a lloca te  shared office  supplies  and expenses.

The  unregula ted company benefits  from use  of the  e lectric, gas , water, phones, computer,
e tc. Howe ve r, S ta ff note s  tha t a  full twe lve  months  of cos ts  for e le ctric, ga s , wa te r, a nd phone
bills  were  not included in the  office  supplie s  and expenses . The re fore , S ta ff a lloca ted the  entire
office  supplie s  a nd e xpe nse s  to only the  four re gula te d compa nie s  a s  S ta ff be lie ve d tha t the
Company had a ttributed the  omitted costs  to the  unregula ted company.

Outs ide  Se rvice s - Adjus tme nt D de cre a s e s  outs ide  s e rvice s  e xpe ns e  by $533, from
$3,067 to $2,534 as  shown on Schedule  DRE-3, pages 1 and 5. S ta ff removed costs  incurred for
prepara tion of the  owner's  pe rsona l income taxes , cos ts  tha t were  incurred outs ide  the  te s t yea r,
a nd e ngine e ring cos ts  re la ting to the  ins ta lla tion of a  ta nk tha t we re  ina ppropria te ly e xpe nse d.
Cedar Grove 's  outs ide  se rvices  expense  is  composed of $725 in cos ts  directly ass ignable  to the
Company and $1,809 for Ceda r Grove 's  a lloca ted portion of sha red outs ide  se rvice s  expense .
S ta ffs  a djus tme nt re fle cts  S ta ffs  a djus te d ba la nce  a lloca te d us ing S ta ffs  four-fa ctor a lloca tion
percentage . S ta ff reviewed the  expenses  and de te rmined tha t the  unregula ted business  rece ived
minimal, if any, benefits  from the  outs ide  se rvices  .

5 From Company's  response to deficiency letter dated May 18, 2007.
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Wate r Tes ting - Adjus tment E increases  wa te r te s ting by $1,374 from $378 to $1,752 a s
shown on Schedule  DRE-3, pages  1 and 5. This  adjustment re flects  the  normalized annual water
te s ting cos ts  de te rmined by Sta ff and re porte d in the  a tta che d Engine e ring Re port. This  cos t is
incurred only for Ceda r Grove .

Rents Expense - Adjustment F increases rents  expense  by $527, from $3,782 to $4,309 as
shown on Schedule  DRE-3, pages  1 and 5. Mark Grapp s ta ted in response  to da ta  request DRE
2-16 tha t the  re nts  e xpe nse  of $684.31 pe r month (or $8,211.72 a nnua lly) pe rta ins  only to the
four re gula te d compa nie s . S ta ff re vie we d price s  of comme rcia l office  spa ce  in a nd a round the
S how Low a re a  a nd found the  price  to be  re a s ona ble . S ta ffs  a djus tme nt re fle cts  the  us e  of
Staff" s four-factor allocation percentage to allocate the 558,21 l .72 rents expense.

Transporta tion Expense - Adjus tme nt G de cre a se s  tra nsporta tion e xpe nse  by $5,947,
from $10,747 to $4,800 a s  s hown on S che dule  DRE-3, pa ge s  1 a nd 6. Ma rk Gra pp owns  a
ve hicle  tha t is  us e d for a ll of the  utility compa nie s . Ce da r Grove  is  a lloca te d a  portion of the
tota l expense  s ince  no logs  tracking the  number of miles  trave led for each utility is  mainta ined.

S ta ff de rived its  ba lance  from the  Company's  gene ra l ledge r ending account ba lance  of
$7,800. S ta ff removed $3,000 in expenses  pe rta ining to loan payments  for the  vehicle  owned by
Ma rk Gra pp.

Genera l Liability Insurance  Expense - Adjus tment H decreases  genera l liability insurance
e xpe nse  by $489, from $2,156 to $1,667 a s  shown on S che dule  DRE-3, pa ge s  l, a nd 6. The
Company provided a  2006 insurance  policy tha t covered a ll five  of the  owner's  companies  with a
$3,970 annua l premium. S ta ff removed one -fifth of the  cos t (which repre sents  the  unregula ted
compa ny's  portion) a nd a lloca te d the  re ma ining four-fifths  a mong the  four re gula te d utilitie s
based upon Staff" s  four factor a llocation percentage for Cedar Grove.

Misce llaneous Expense - Adjus tment I decreases  misce llaneous  expense  by $l,39l, from
$1,391 to $0 a s  shown on Schedule  DRE-3, pages  l, and 6. The  Company imprope rly recorded
the refunding of two main extension advances as miscellaneous expenses.

Deprecia tion Expense - Adjus tme nt J  de cre a se s  de pre cia tion e xpe nse  by $2,410, from
$12,244 to $9,834 a s  s hown on S che dule  DRE-3, pa ge s  1, a nd 7. This  a djus tme nt re fle cts
applica tion of S ta ffs  recommended deprecia tion ra tes  to S ta ffs  recommended plant ba lances  for
Cedar Grove  and Staff" s  recommended amortiza tion of CIAC.

Ta xe s  Othe r Tha n Income  Expe nse - S ta ffs  a djus tme nt K de cre a se s  ta xe s  othe r tha n
income  e xpe nse  by $5,206, from $5,206 to $0 a s  shown on S che dule  DRE-3, pa ge s  l, a nd 8.
This  a djus tme nt re fle cts  S ta ffs  re mova l of $5,206 ide ntifie d a s  s a le s  ta x e xpe ns e  in a ccount
number 408.2 of the  Company's  genera l ledger. Sales taxes are  removed from test year revenues
so correspondingly, they must be  removed from test year expenses.
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Other Operating Income/(Expense)

Inte re s t Expe nse - S ta ffs  a djus tme nt L incre a s e s  inte re s t e xpe ns e  by $l,903, from $3,275
to  $ 5 , 1 7 8  a s  s h o wn  o n  S c h e d u le  DR E -3 ,  p a g e s  l,  a n d  8 . This  a d jus tm e nt re fle c ts  S ta ff s
ca lcu la tion  of the  in te re s t e xpe ns e  on  the  Com pa ny's  e xis ting  $120 ,000  Wa te r Infra s truc ture
F ina nce  Authority ("WIFA") loa n with  a  re m a ining ba la nce  of $103,702 a t the  be ginning of the
2005 te s t ye a r.

O p e ra t in g  Ma rg in

The  Compa ny's  propos e d ra te s  a nd cha rge s  would provide  a n ope ra ting income  of
$20,293 for an opera ting margin of 14.66 percent.

S ta ffs  re comme nde d ra te s  a nd cha rge s  would provide  a n ope ra ting income  of $18,394
for an opera ting margin of 15.07 percent.

Revenue Requirement

Staff recommends tota l opera ting revenue  of $122,069, an increase  of $18,608, or 17.99
pe rce nt a bove  the  Compa ny's  te s t ye a r re ve nue  of $103,461. S ta ffs  re comme nde d re ve nue
provide s  ope ra ting income  of $18,394 for a n ope ra ting ma rgin of 15.07 pe rce nt a s  shown on
Schedule DRE-1 .

S ta ff was  unable  to derive  the  revenue  requirement from applying a  ra te  of re turn on ra te
ba s e  be ca us e  of the  Compa ny's  e xtre me ly low ra te  ba s e  which did not produce  s ufficie nt
revenues  for the  Company's  ope ra ting needs . The re fore , S ta ff de rived revenue  requirement by
use of an operating margin percentage.

Ope ra ting ma rgin re pre se nts  the  proportion of funds  a va ila ble  to pa y de bt s e rvice  a nd
other be low the  line  expenses .6 A 15.07 percent opera ting margin provides  ample  funds  to mee t
the  debt se rvice  on the  Company's  exis ting WIFA loan, contingencies , cash opera ting expenses ,
e tc. S ta ff" s  re comme nde d ope ra ting ma rgin e xce e ds  the  minimum 1.2 de bt se rvice  cove ra ge
ra tio ("DSC") required by WIFA as  shown on Schedule  DRE-l .

Rate Design

Schedule  DRE-4 presents  a  complete  lis t of the  Company's  present, proposed, and Staff s
recommended rates and charges.

The  Company's  pre sent monthly cus tomer cha rges  va ry by me te r s ize  a s  follows: 5/8-%
inch $18.75, %-inch, $28.15, 1-inch, $46.90, 1%-inch, $93.75, 2~inch, $150.00, 3-inch, 528125,
4-inch, $468.75, a nd 6-inch, $937.50. No ga llons  a re  include d in the  minimum. The  pre s e nt

Opera ting margin is  ca lcula ted by dividing opera ting income by tota l opera ting revenue.
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commodity ra te  is  $2.50 per thousand gallons of usage .

The  Company has  requested an inverted three-tie r ra te  s tructure  with break-over points  a t
4,000 a nd 10,000 ga llons . S ta ff concurs  with the  Compa ny on a n inve rte d thre e -tie r ra te
s tructure  a s  this  ra te  de s ign will e ncoura ge  conse rva tion. Howe ve r S ta ff re comme nds  tha t the
bre a k-ove r points  be  s e t a t 3,000 a nd 9,000 ga llons . S ta ffs  3,000 ga llon bre a k-ove r point
provide s  a n a de qua te  a mount of wa te r us a ge  for cus tome rs ' e ve ryda y wa te r ne e ds . S ta ff
adjus ted the  Company's  reques ted break-over point a t 10,000 ga llons  to 9,000 ga llons  because
tha t bre a k-ove r point would ma inta in the  6,000 ga llon diffe re nce  in tie r bre a k-ove r points  the
Compa ny origina lly re que s te d, a nd the  9,000 ga llon bre a k-ove r point is  close r to the  monthly
average usage of Cedar Grove 's  customers.

Under current ra tes , approximate ly 59.36 percent of the  Company's  revenue  is  genera ted
from the  monthly cus tomer cha rge  and 40.64 pe rcent is  gene ra ted from the  commodity cha rge .
S ta ff s  re comme nde d ra te  de s ign would a djus t the se  pe rce nta ge s  to 54.73 pe rce nt a nd 45.27
pe rce nt for the  monthly cus tome r a nd commodity cha rge s  re spe ctive ly. S ta ff re comme nds  this
a djus tme nt be ca use  incre a s ing the  a mount of re ve nue  re cove re d from the  commodity cha rge
would incre a s e  the  cus tome rs ' a bility to control the ir monthly wa te r bills . At the  s a me  time
decreasing the  amount of revenue  recovered from the  monthly customer charge  to 54.73 percent
s till pre se rve s  re ve nue  s ta bility for Ce da r Grove . The  Compa ny's  re que s te d ra te  de s ign would
diminis h  cus tome r's  a b ility to  contro l the ir b ills  by de cre a s ing  the  a mount re cove re d  by
commodity cha rge  to 37.99 pe rce nt while  incre a s ing the  a mount re cove re d from the  monthly
customer charge to 62.01 percent.

The  Compa ny propos e d to a dd a  bulk wa te r ra te  of $6.50 pe r 1,000 ga llons . S ta ff
recommends no change to the  existing $5.00 bulk water ra te .

Misce llaneous Service  Charges

The  Company has  proposed increases  to its  e s tablishment, e s tablis lnnent (a fte r hours ),
recomiection, NSF check, and meter re -read fees . S ta ff notes  tha t any increase  in misce llaneous
s e rvice  cha rge s  re comme nde d by S ta ff will ha ve  no e ffe ct on S ta ffs  tota l a nnua l ope ra ting
re ve nue . This  is  be ca use  S ta ff offse ts  a ny incre a se  in misce lla ne ous  se rvice  cha rge s  with a n
equal decrease in metered revenue.

S ta ff reviewed the  misce llaneous  se rvice  cha rges  in ques tion and found tha t the  current
ra te s  a re  within the  ra nge  of s e rvice  cha rge s  typica lly a pprove d by the  Commis s ion. The
Company expla ined tha t the  increases  were  needed due  to higher labor and transporta tion costs .
This  e xpla na tion without a  s upporting cos t a na lys is  is  not s ufficie nt e vide nce  to incre a s e  the
charges because  it does not provide  the  deta il to determine the  amount, if any, the  charges should
be  increased. Furthe r, a ll incre a s e d la bor a nd tra ns porta tion cos ts  a re  re fle cte d in S ta ff" s
recommended ope ra ting expenses , which in tum, a re  re flected in S ta ffs  recommended me te red
water revenues. Therefore , Staff recommends no increases for these  charges.
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Service  Line  and Mete r Ins ta lla tion Charges

S ta ff re comme nds  a pprova l of S ta ffs  S e rvice  Line  a nd Me te r Ins ta lla tion Cha rge s  a s
shown on the  table  in Section L of the  a ttached Engineering Report.

Staff Recommendations

Staff recommends approva l of the  Sta ff proposed ra tes  and charges  as  shown in Schedule
DRE-4. In addition to colle ction of its  regula r ra te s  and cha rges , the  Company may colle ct from
its  cus tome rs  a  proportiona te  sha re  of a ny privile ge , sa le s , or use  ta x a s  provide d for in A.A.C.
R14-2-409.D.

S ta ff furthe r recommends  tha t the  Company be  orde red to file  with Docke t Control a  ta riff
sche dule  of its  ne w ra te s  a nd cha rge s  within 30 da ys  a fte r the  e ffe ctive  da te  of the  De cis ion in
this  proceeding.

S ta ff fu rthe r re comme nds  tha t Ce da r Grove  a dop t S ta ffs  fou r-fa c to r a lloca tion
me thodology.

S ta ff Eurthe r re comme nds  tha t the  Compa ny continue  us ing de pre cia tion ra te s  by
individua l NARUC ca tegory as  de linea ted in Exhibit 4 of the  a ttached Engineering Report.

S ta ff furthe r recommends  tha t the  Company's  proposa l to reduce  its  5/8 x 3/4 me te r and
se rvice  line  ins ta lla tion cha rge  to $0.00 be  approved. All othe r cha rges  would rema in the  same .
(See  Section L - Service  Line  and Mete r Ins ta lla tion Charges  of the  a ttached Engineering Report
for furthe r discuss ion).

S ta ff furthe r re comme nds  tha t Ce da r Grove  file , a nnua lly a fte r the  e ffe ctive  da te  of the
De cis ion in this  ma tte r, ye a rly re ports  within 30 da ys  of the  e nd of e a ch ca le nda r ye a r a s  a
complia nce  ite m in this  docke t, which indica te  the  qua ntity of wa te r pumpe d a rid s old e a ch
month during the  ye a r. In the  e ve nt the  non-a ccount wa te r le ve l for the  Compa ny e xce e ds  10
pe rce nt during a  re porting pe riod, the  Compa ny sha ll re port the  e fforts  ta ke n to re duce  wa te r
los s , such a s  numbe r of le a ks  re pa ire d. If a fte r thre e  conse cutive  re ports  ha ve  be e n file d the
Company's  non-account wa te r leve ls  remain be low the  10 pe rcent threshold, S ta ff recommends
tha t the  reporting requirement be  e limina ted (See  Section H of the  a ttached Enginee ring Report
for furthe r discuss ion).

S ta ff furthe r re comme nds  tha t within 90 da ys  of the  e ffe ctive  da te  of the  orde r in this
matter Cedar Grove complete  the  needed improvements lis ted in the  a ttached Engineering Report
a n d  file ,  a s  a  co mp lia n ce  ite m in  th is  d o cke t,  d o cu me n ta tio n  d e mo n s tra tin g  th a t th e
improve me nts  ha ve  be e n comple te d (Se e  Se ction L - P la nt De ficie ncie s  Ide ntifie d During S ite
Inspection of the  Engineering Report for furthe r discuss ion).
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Schedule DRE-1

-- Present Rates --
Company Staff

as as
Filed Adjusted

-- Proposed Rates --

Revenues;
Metered Water Revenue
Unmetered Water Revenue
Other Water Revenues

Total Operating Revenue

Operating Expenses:
Operation and Maintenance
Depreciation
Property & Other Taxes
Income Tax

Total Operating Expense

Operating Income/(Loss)

Rate Base O.C.L.D. $96,830 $46,587

Rate of Return - O.C.L.D. -15.19% -0.46%

Times Interest Earned Ratio (Pre~Tax) -4.49 -0.02

Debt Service Coverage Ratio (Pre-Tax) -0.75 0.65

Operating Margin -14.22% -0.21%

NOTES: 1. The times interest earned ratio (TIER) represents the ability of the
Company to pay interest expenses before taxes.

2 Operating Margin represents the proportion of funds available to
pay interest and other below the line or non-ratemaking expenses.
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Schedule DRE-2
Page 1 of 7

- Original Cost -
Company Adjustment Ref Staff

Plant in Service $584,467 ($26,002) $558,465

Less:
Acc um. Depreciation 109,135 46,403 155,538

Less:
Advances in Aid of Construction
Accumulated Deferred Income Taxes

$239,807
18,975

($12,754)
0

$227,053
18,975

Total Advances $258,782 ($12,754) $246,028

Contributions Gross
Less:
Amortization of CIAC

$127,927 $0 $127,927

8 207 (1,171) 7 036

Net CIAC $119,720 $1,171 $120,891

Plus:
1/24 Power $0 $511 $511

1/8 Operation 8. Mains. 10,068 10,068

Inventory

Prepayments

Explanation of Adjustment:
A - See Schedule 2, Page 2, a through f
B - See Schedule 2, Page 5
C - See Schedule 2, Page 6
D - See Schedule 2, Page 6
E - See Schedule 2, Page 7
F - See Schedule 2, Page 7

I

0

0

0

0

0

D

C

A

E

B

F

I

0

0



Cedar Grove Water, Inc.
Docket No. W-02597A.06-0308
Test Year Ended: December 31 , 2005

301 Organization
302 Franchises
303 Land & Land Rights
304 Structures 8< Improvements
307 Wells & Springs
311 Pumping Equipment
320 Water Treatment Equipment
330 Distribution Reservoirs 8. Standpipes

330.1 Distribution Reservoirs, Storage
330.2 Distribution Reservoirs, Pressure

331 Transmission & Distribution Mains
333 Services
334 Meters & Meter Installations
335 Hydrants
336 Backflow Prevention Devices
339 Other Plant and Misc. Equipment
340 Office Furniture 8¢ Equipment
341 Transportation Equipment
343 Tools Shop 8t Garage Equipment
344 Laboratory Equipment
345 Power Operated Equipment
346 Communication Equipment
347 Miscellaneous Equipment
348 Other Tangible Plant
105 C.W.l.P.

.

Company
Exhibit

$1.000
500

1,000
8.500

19,955
25,553

0
103,722

0
0

385,994
27,601
10,642

0
0
0
0
0
0
0
0
0
0
0
0

QT
W

Adjustment

$0
0
0
0
0

(2,753)
0

(103,722)
95,597

0
(11,664)
(3,617)

157
0
0
0
0
0
0
0
0
0
0
0
0

d
e
f

b
c

a

Schedule DRE~2
Page 2 of 7

$1,000
500

1 ,000
8,500

19,955
22,800

0
0

95,597
0

374,330
23,984
10,799

0
0
0
0
0
0
0
0
0
0
0
0

Staff
Adjusted

TOTALS $584,467 ($26,002) $558,465

Explanation of Adjustment:
a - See Schedule 2, Page 3
b - See Schedule 2, Page 3
c - See Schedule 2, Page 3
d - See Schedule 2, Page 3
e - See Schedule 2, Page 4
f- See Schedule 2, Page 4



Cedar Grove Water. Inc.
Docket No. W-02597A-06~0308
Test Year Ended December 31. 2005

Schedule DRE-2
Page 3 of 7

STAFF PLANT ADJUSTMENTS

PUMPING EQUIPMENT - Per Company
Per Staff

$25,553
22.800 ($2,753)

To properly
provided an r
$ 17,905
$ 231
$ 1,184
$ 3,480
$ 22,800

reflect account using information Company
espouse to a data request as follows.
Ending balance in last rate case
2002 Addition
2003 Addltlon
2004 Addltlon
Staff Account Balance

DISTRIBUTION RESERVOIRS & STANDPIPES
Per Staff

Per Company $103,722
($103,722)

To separate storage tank costs from pressure tank costs in order
to apply the correct depreciation rate (i e 2 22%) to the correct balance.

DISTRIBUTION RESERVOIRS, STORAGE - Per Company
Per Staff

$0
95 597 $95 597

To properly reflect account using information Company
provided in response to a data request as follows
$ 4,500 Endlng balance In last rate case
$ (4,500) 2001 Retirement
$ 93,922 2001 Addltlon
$ 1,675 2001 Addition for capitalized engineering costs
$ 95,597 Staff Account Balance

TRANSMISSION & DISTRIBUTION MAINS
Per Staff

Per Company $385,994
374 330 ($t1,664)

To properly
provided in
$ 199,540
$ 25,095
$ 650
$ 12,803
$ 84,904
$ 1,375
$ 40,964
$ 9,000
$ 374,330

reflect account using information Company
response to a data request as follows:

Ending balance In last rate case
2001 Addition
2001 Addition for capitalized engineering costs
2002 Addition
2003 Addition
2003 Addition for capitalized engineering costs
2004 Addltlon
2005 Addition
Staff Account Balance



Cedar Grove Water, Inc.
Docket No. W-02597A-06-0-08
Test Year Ended: December 31, 2005

4

Schedule DRE-2
Page 4 of 7

SERVICES - Per Company
Per Staff

$27,601
23,984 ($3,617)

To properly
provided in
$ 15,084
$ 2,559
$ 316
$ 757
$ 5,268
$ 23,984

reflect account using information Company
response to a data request as follows:

Ending balance in last rate case
2002 Addition
2003 Addition
2004 Addition
2005 Addition
Staff Account Balance

METERS & METER INSTALLATIONS - Per Company
Per Staff

$10,642
10,799 $157

To properly
provided in
$ 3,806
$ 2,244
$ 1,040
$ 1 ,758
$ 472
$ 1 ,629
$ (150)
$ 10,799

reflect account using information Company
response to a data request as follows:

Ending balance in last rate case
2001 Addition
2002 Addition
2003 Addition
2004 Addition
2005 Addition
2005 Retirement
Staff Account Balance

e

f



Cedar Grove Water, Inc.
Docket No. W-02597A.06-0-08
Test Year Ended: December 31, 2005

Accumulated Depreciation - Per Company
Accumulated Depreciation - Per Staff

ACCI 4
we 2]

Total Adjustment

4444
<:;= r

N ABJUS

Schedule DRE-2
Page 5 of 7

$109,135
155,538

Amount

B - To reflect Staffs calculation of accumulated depreciation expense
based upon Staff's adjustments to plant.

$105,749Accumulated Depreciation per last decision
Removal of Acc. Depr. Associated with
plant items removed in last decision
320 Water Treatment Equipment
343 Tools, Shop 81 Garage Equipment
347 Miscellaneous Equipment

($450)
($315)
($495) ($1,260)

Accumulated Depreciation 12/31/1999 $104,489

Depreciation Expense 2000
Depreciation Expense 2001
Depreciation Expense 2002
Depreciation Expense 2003
Depreciation Expense 2004
Depreciation Expense 2005

$9,853
$10,750
$9,346

$10,116
$11,610
$12,324 $63,999

2001 Storage Tank Retirement
2002 Pressure Tank Retirement
2005 Meter Retirement

($4,500)
($8,300)

($150) ($12,950)

Accumulated Depreciation 12/31/2005 Staff Balance
Less: Company Balance
Staff Adjustment

$t55,538
($109,135)

$46,403

B



Cedar Grove Water, Inc.
Docket No. W-02597A-06-0308
Test Year Ended: December 31, 2005

Schedule DRE-2
Page 6 of 7

$239,807
227,053

ADVANCES IN AID OF CONSTRUCTION - Per Company
Per Staff

To properly reflect account using information Company
provided in response to a data request as follows:

$ 122,305 Ending balance in last rate case
$ 71 ,265 2000 Additions
$ 2,829 2001 Additions
$ 12,803 2002 Additions
$ 6,582 2003 Additions
$ 40,964 2004 Additions
$ 9,000 2005 Additions
$ 265,748 Staff Additions

($12,754)

$
$
$
$
$
$
$

4,893
6.428
7,913
5,772
6.953
6,736

38,695

2000 Refunds
2001 Refunds
2002 Refunds
2003 Refunds
2004 Refunds
2005 Refunds
Staff Refunds

$ 227,053 Staff Account Balance

8.207
7.036

AMORTIZATION OF CIAC - Per Company
Per Staff

To reflect Staff's calculation of CIAC amortization based upon
information Company provided in response to a data request
per Company all CIAC is for Acct. 301 Transmission & Distribution Mains

($1.171)

$6,968 Amortization of CIAC on Contributions made before 2005

$6,807 2005 CIAC Addition
1% Amortization Rate (using half-year convention)

$68

C

D

$7,036 Staff balance



Cedar Grove Water, Inc.

Docket No. W-02597A-06-0308

Test Year Ended: December 31, 2005

E v
8. Q

"4.

x Q /$464 4

*m srffvz

Schedule DRE-2
Page 7 of 7

>w

$0
511

WORKING CAPITAL (1/24 PURCHASEO PWR & waR) - Per Company

Per Staff

To reflect Staff's calculation of working capital based upon

Staff's recommendations for purchased power and purchased water.

$511
E

F WORKING CAPITAL we OPERATION & MAINT Exp) - Per Company

Per Staff

To reflect Staff's calculation of working capital based upon

Staffs recommendations for operation and maintenance expense

(excluding purchased power and purchased water expenses).

10,068 $ 1 0 ,0 6 8



Cedar Grove Water. Inc Schedule DRE-3
Page 1 of 9Docket No. W-02597A-06-0308

Test Year Ended: December 31. 2005

S TATEMENT QF OP ERATING INCUME

Company
Exhibit Adjustments Adjusted

$100,642 $0 $100,642
2

Revenues
461 Metered Water Revenue
460 Unmetered Water Revenue
474 Other Water Revenues 0

Total Operating Revenue $103,461 $0 $103,461

Oper
$52,922

0
12.274

$5,450
0
0

A $58,372
0

12.274

(1,986) B
(3,882) C

(533) D
1.374 E

10.747 (5,947)
(489)

0

G
H

Rate Case

601
610
615
616
620
621
630
635
641
650
657
659
666
675
403
408
408.
409

acting Expenses
Salaries and Wages
Purchased Water
Purchased Power
Chemicals
Repairs and Maintenance
Office Supplies & Expense
Outside Services
Water Testing
Rents
Transportation Expenses
Insurance .- General Liability
Insurance - Health and Life
Regulatory Commisssion Expense
Miscellaneous Expense
Depreciation Expense
Taxes Other Than Income
11 Property Taxes
income Tax

12.244
(1,391)
(2,410)
(5,206)

0

I

J

K

Total Operating Expenses $118,168 ($14,493)

$0 $0
Othe
419
421
427

XX
426

r Income/(Expense)
Interest and Dividend Income
Non-Utility Income
Interest Expense
Reserve/Replacement Fund Deposit
Miscellaneous Non-Utility Expense

1.903 L

Total Other Income/(Expense) ($3,275) ($1 ,903) ($5,178)



Salaries and Wage Expense
Total
Per

Company
Staff

Adjustment

Total
Per
Staff

Officer Salary Mark Grapp
Per DRE 2-17

Amount Before
Allocation

4-Factor Allocation
Percentage

Allocated
Amount

Cedar Grove Water, Inc.
Docket no. W-02597A~06-0308
Test year Ended: December 31, 2005

Schedule DRE~3
Page 2 of 9

8

A SALARIES AND WAGES . Per Company
Per Staff

$52,922
5B,372 $5,450

To reflect Staffs a. calculation of Salaries and Wages based on information
submitted by the Company b. calculation of the allocated portion of the
officer's salary using Staffs four-factor allocation methodology.

Mark Graph, President & Manager $ 27,987.97 s 7,055.83 $ 35,043.80

Thomas Grasp, Assist. Manager $
Lori Baker, Office Assistant $

Ty Harmon, Serviceman $
Barbie Grapp, PT Office Assistant $

Mark Grasp, ll. Serviceman $
Richard Grasp, Serviceman $

Jeffrey Feflsted, Serviceman $
Lynden Grasp, PT Office Assistant $

David Thrasher, Office Assistant $
Luther Quintanna, Serviceman $

$

5,217.47
433.75

3,080.38
402.66
175.00
357.00
733.15

4,120.72
7,682.51
1 ,125.50

23,328.14

s
s
$
s
s
$
$
$
$
$
$

$
s
$
$
$
$
$
$
$
$
s

5,217,47
43375

3,080.38
402.66
175.00
357.00
733.15

4,120.72
7,682.51
1,125.50

23,328.14

Total  $ 51,315.11 $ 7,055.83 $ 58,371 .94

Cedar Grove
Watco
Serviceberry
A. Petersen

$
$
$
$

66,775.94
65,775.94
65,775.94
68,775.94

0524796760
0.399943151
0045072377
0030187713
1.000000000

$
$
$
$
$

35,043.80
26,708.58

3,009.75
2,015.81

66,775.94



Cedar Grove Water, Inc.
Docket No. W-02597A-06-0-08
Test YearEnded: December 31, 2005

BTU 8443

Schedule DRE-3
Page 3 of 9

REPAIRS AND MAINTENANCE - Per Company
Per Staff

$4,787
2,801 ($1 ,986)

To properly retlect account using information Company
provided in response to a data request as follows;

$ 4,258 Account balance per Company general ledger
($2,207) GL amounts not supported by invoices

2,051

B

$
$
$

2,051
750 Amounts supported by invoice not in GL

2,801

s



Office Supplies and Expenses
Per DRE 2-12

Amount Before
Allocation

4-Factor Allocation
Percentage

Allocated
Amount

Amount Before
Allocation

Cedar Grove Water, Inc.
Docket no. W~02597A-06-0308
Test Year Ended: December 31, 2005

Schedule DRE-3
Page 4 of 9

C $8,191
4,309

OFFICE SUPPLIES 8.EXPENSE . Per Company
Per Staff

To reflect Staff's calculation of the allocated portion of the office supplies
and expenses using Staff's four-factor allocation methodology.

($3_882)

Calculation of Office Supplies Expense
Allocated Shared Expenses $

Total Non-Allocable Direct Expenses $
Total Office Supplies and Expenses S

1 ,021,45
3,287.19
4,308.64

Cedar Grove
Watco
Serviceberry
A. Peterson

$
$
$
$

1 ,946.38
1 ,946,38
1 ,946.38
1 ,946.38

0524798760
0.399943151
0045072377
0030187713
1 .000000000

$
$
$
$

1 ,021 .45
778.44

87,73
58.76
1 ,946

| Office Supplies and Expenses
Verizon Wireless
Ty Harmon
Rim Communications - Pager
Frontier Communications - Teleph
Cellular One
Total Allocable Expenses

$
s
$
$
$
s

138.53
21 .22
21.88

938.05
826.70

1 ,946.38

Non-Allocable (Direct) Expenses
APS . Electric
city of Show Low - Water & Swr
Unisource
TAK Technology Comp Software
Amer Business - Stmt Forms
Baker Office Supply - File Cabinet
white Man Publishing-Legal Notice
Ty Harmon
United States Postal Service
Bank of Amer .. Service Charges
Arizona Blue Stake
ADWR
Arizona Corporation
Arizona Corporation
Luther Quintana - Exp Reimb
Miscellaneous Expenses
Total Direct Expenses for Cedar Grove

$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$

672.75
115.23
72.25

482.91
193.25
179.89
52.40
26.97

805.00
470.15

23.34
10.00
45.00
10.00
50.00
70.05

3,287.19



Amount Before
Allocation

4-Factor Allocation
Percentage

Allocated
Amount

Rents
Per DRE 2-16

Cedar Grove Water, Inc.
Docket No. W-02597A-06-0-08
Test Year Ended: December 31, 2005

1 ?
9 4/ / W /79

Schedule DRE-3
Page 5 of 9

D $3,087
2.534

OUTSIDE SERVICES - Per Company
Per Staff

To reflect Staffs calculation of the allocated portion of the office supplies
and expenses using Staff's four~factor allocation methodology,

($533)

Outside Services Expenses I

Cedar Grove
Watco
Serviceberry
A. Petersen

$
$
$
$

3,447.62
3,447,62
3,447.62
3,447,83

0.524796760
0399943151
0.045072377
0.030187713

1 .00

1809.30
1378.85
155,39
104.08

344762

Non-Allocable (Direct) Expenses
Fleetwood Engineering

Isaacson Engineering Co.
Total Direct Expenses for Cedar Grove

$
$
$

350
375

725.00

Calculation of Outside Services Expense
Allocated Shared Expenses

Total Non-Allocable Direct Expenses
Total Office Supplies and Expenses

$
$
$

1 ,809.30
725.00

2,534.30

E WATER TESTING Per Company
Per Staff

$378
1,7s2 $1,374

To reflect Staffs annual water testing expense

F RENTS - Per Company
Per Staff

To reflect Staffs calculation of the allocated portion of the
rents using Staff's four-factor allocation methodology.

$3,782
4.309 $527

Cedar Grove
Watco
Serviceberry
A. Petersen

$
$
$
$

Amount Before
Allocation

B,211 .72
8,211.72
8,211 .72
8,211 .72

Allocation
Percentage

0.524798750
0.399943151
0045072377
0,030187713

1 .000000

$
$
$
$
$

Allocated
Amount

4,309.48
3,284.22

370, 12
247.89

8,21172

Note: We Company reported monthly rent expense
amount was $684.31 ($6B4.31 x 12 months = $8,21172).

I

Cedar Grove's Allocated Portion of Rent Expense $ 4,309



Insurance, General Liabili
Per DRE 2~16

Cedar Grove Water, Inc.
Docket no. W-02597A-06-0308
Test Year Ended: December 31, 2005

Schedule DRE~3
Page 6 of 9

G $10,747
4,s0o

TRANSPORTATION EXPENSE - Per Company
Per Staff

To properly retlect account using information Company
provided in response to a data request as follows:

($5,947)

Transportation expense per GL
Staff removal of auto loan payments
Staff balance, Transportation Expense

$
s
$

7,800
(3,000)
4.B00

H $2,156
1.667

INSURANCE - GENERAL LIABILITY - Per Company
Per Staff

To retiect Staffs calculation of the general liability insurance cost
using Staff's four-factor allocation methodology (See Note below).

($489)

Cedar Grove
Watch
Serviceberry
A. Petersen

$
$
$
$

Amount Before
Allocation'

3, 178.00
3, 176.00
3. 175.00
3, 175.00

Allocation
Percentage

0.524796760
0.399943151
0.045072377
0.030187713

1.000000

$
$
$
$
$

Allocated
Amount

1,666.75
1,270.22

143.15
95.88

3,176.00

*Noter The Company provided a 2006 insurance policy
to support the 2005 expense. The annual amount
was $3,979 for five companies: Watco, Inc., Cedar Grove Water_lnc._
Cedar Grove Water Management Company, Serviceberry,
and A Peterson Water Co., Inc. Because Cedar Grove Water
Management Company is unregulated, Staff removed one-tifth of the
insurance cost and allocated the remaining four-fifths among
the regulated utilities ($3,970 /5 = $794, $3,970 $794 = $3,176)

Staff balance, Insurance - General Liability $ 1,666.75

I $1 ,391
0

MISCELLANEOUS EXPENSE - Per Company
Per Staff

To reflect the removal of two main extension agreement refunds
improperly recorded as miscellaneous expenses.

($1.391)



DESCRIPTION

PLANT In

SERVICE
Per Staff

NonDepreciable

or Fully Depreciated
PLANT

DEPRECIABLE

PLANT
(col  A . Col  al

DEPRECIATION
RATE

DEPRECIATION

EXPENSE
(Col C x Col D)

Cedar Grove Water, Inc.
Docket no, W-02597A-06-030B
Test Year Ended: December 31, 2005

Schedule DRE-3
Page 7 of 9

J DEPRECIATION . Per Company
Per Staff

$12,244
9,834 ($2,410)

Explanation of Adjustment:

Pro Forma Annual Depreciation Expense:

1,ooo

500
1,0oo

8.500 283

1 ,000
500

1 ,000

8,500
19,955
22,800

19,955

17,905 4,895 979

95,597 95,597 2,122

374,330

23,984
10,799

374,330

23,984
10,799

7.397

711
832

0.00% $
000% s
0.00% $
3233% $
3.33% $

20.00% $
0.00% $
0.00% s
2.22% s
5.00% s
2.00% $
3.33% s
8.33% s
0.00% s
0.00% s
0.00% $
0.00% s
0.00% $
0.00% s
0.00% s
000% $
0.00% s
0.00% s
0.00% s

$

Organization $

Franchises $

Land 8. Land Rights s

Structures & Improvers $

Wells a Springs s

Pumping Equipment $

Water Treatrr\entEquil $

Distribution Reservoirs $

Distribution Reservoirs S

Distribution Reservoirs $

Transmission a Distrib s

Services s

mews & Meter Installs s

Hydrants $

Barlow Prev ent ion  o  $

Other Plant and Misc. I S

Oflioe Furniture & Equi S

Transportation Equipm $

Tools Shop 8. Garagel $

Laboratory Equipment $

Power Operated Equip $

Communication Equips $

Miscellaneous Equipm $

Omer Tangible Plant $

Total l s 558.485

s
s
$
s
s
s
s
s
$
s
s
$
s
s
s
$
$
s
s
s
s
s
s
s
s 40,360

$
s
$
s
s
$
$
$
$
$
$
$
$
s
s
s
s
s
s
$
s
s
$
$
$ 51B,105 12,324

Depreciation Expense Before Amortization of CIAO:

Less Amortization of CIAC":
Test Year Depreciation Expense - Staff:

Depredation Expense . Company:
Staffs Total Adjustment:

s

s
$

$
$

12,324
2,490

9.834
12.244
(2,410)

$
2.00%

Plant in Service
Less: Non Depreciable Plant

Fully Depreciated Plant
Depreciable Plant
Times: Staff Proposed Depreciation Rate

Credit to Accumulated Depreciation
Less: Abort of CIAC' @

Pro Forma Annual Depreciation Expense $

$558,465
2,so0

0
$555,985

3,00%
12,324

2.490
9.834

* Amortization of CIAC:

Contribution(s) in Aid of Construction (Balance as of 12/31/2004)
Less: Non Amortizable Contribution(s)

Fully Amortized Contribution(s)
Amortizable Contribution(s)
Times: Staff Proposed Amortization Rate
Amortization of CIAC

$121,120
0
0

$121,120
2.00%

$2,422

2005 Additional CIAC
Times: Staff Proposed Amortization Rate (half-year convention)
2005 CIAC Addition Amortization

$6,807
1.00%

$68

Total CIAC Amortization

1

$2,490



Cedar Grove Water, Inc.
Docket No. W-02597A-06-0308
Test Year Ended: December 31, 2005

\\<<

$82

4

Schedule DRE-3
Page 8 of 9

$5,206
0

TAXES OTHER THAN INCOME Per Company
Per Staff

To reflect removal of sales taxes included in operating expense,

($5,206)

INTEREST EXPENSE - Per Company
Per Staff

To reflect interest expense on the existing WIFA loan.

3,275
5,178 $1.903

Existing WIFA Loan approved 12/2001
Principal Repaid at 12/31/2004
Balanoe to apply interest for test year

$120,000
($16,298)
$103,702

K

L

Interest at 5075% for 2005 test year 5.178



Direct Labor
Hours

Direct Over
Expenses

Number of
Customers

Net
Plant

Total
(Col A+B+C+D)

Allocation %
(Col E / 4)

Direct Labor Hours Worked for Each Company by Employee
Source: Data Request DRE 2-17; Watch Data Request CSB3-4

TotalCedar Grove Watco I A Peterson |I ServioebeEmployee Name

s.Number of Customers by Com ny
Source: Data Request DRE 1-8

TotalServicebeWatchCedar Grove | A. Peterson |

Net Plant by Company
Source: CG, rate app (Staff adj), Watch, rate app (Staff adj); SB, 2005 Ann repos; AP rata app (Staff adj)

A. Peterson I TotalServicebeWatcoCedar Grove

Direct O rating Expenses (excluding Salaries & Wages)
Source: CG, rate app (Staff adj), Watch, rate app (per Co), SB, 2005 Ann report; AP, rate app (Staff adj)

TotalServicebeWatcoCedar Grove | A. Peterson I

Cedar Grove Water, Inc.
Docket No. W-02597A-06-0308
Test Year Ended: December 31, 2005

Schedule DRE-3
Page 9 of 9

I I
[A] 1 B1

Calculation of Four-Factor Allocation
[Cl [DI [E] [Fl

Cedar Grove
Watco
Serviceberry
A. Peterson

0.4-48494453 0.4209444184 2.09918704 52_48%
39.99%
4.51%
3.02%

1.00

0.573975577
0.415081618
0003647602
0.007295204

1 .00

0.453248811
0.034865293
0063391442

1 .00

0.s55172517
0260268443
0077518875
0006440105

1 .00

0.47117373
0064257736

0.0436241
1 .00

1 .599772603
0.180289507
0.12075085

4.00

1 .00 6.50Thomas Grapp
Lori Baker
Ty Harmon
Barbie Grapp
Mark Grapp II
Richard Grapp
Jeffrey Felsted
Lynden Grapp
David Thrasher
Luther Quintana

460.00
34.25

321.00
31.76
27.25

11.00 7.00

79.50
493.00

1,055.88
93.75

2,596.39

44.50
34.25
88.00
31.76
32.25
30.00

2.50
492.75

1 ,055.62
66.00

1,877.63
4.50

16.50
19.50
33.00

512.00
68.50

427.00
63.52
59.50
30.00
82.00

985.75
2,111.50

183.75
4,523.52

Direct Labor HRs Allocation %: 0.573975577 0415081618 0003647602 0.007295204 1

631
No. of Customers Allocation %:

283
0.4484941453

286
0.453248811

22
0034865293

40
0063391442 1

$ 402,927
0.655772577

$ 159,917
0.263268443

$ 47,630
0.077518875

$ 3,957
0.0063440105

$ 614v431
1Net Plant Allocation %:

Purchased Power $
Repairs & Maintenance $

Water Testing $
Depreciation Expense $

Property Taxes $
$

12,274
z,801
1,752
9,834
1,023

27,684.00

$
$
$
$
$
s

B,140
2,011
1,821

15,790
3,225

30,987.40

$
$
$
$
$
$

771
63

201
2,833

358
4,226.00

$
$
$
$
$
$

1,753
79

625
16

396
2,869.00

$
$
$
$
$
$

22,938
4,954
4,399

28,473
5,002

65,766.40

Direct Oper. Exp Allocation %: 0.420944434 0.47117373 0064257736 0.0436241 1



Cedar Grove Water, Inc.
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Test Year Ended: December 31, 2005

Monthly Usage Charge
5/8" x 3/4" Meter

3/4" Meter
1" Meter

1%" Meter
2" Meter
3" Meter
4" Meter
6" Meter

Service Line and Meter Installation Charges
5/8" X 3/4" Meter

3/4" Meter
1" Meter

1%" Meter
2" Meter
3" Meter
4" Meter
6" Meter

Commodity Rates:
Per 1,000 Gallons for 0 to 4,000 Gallons
Per 1,000 Gallons for 4,001 to 9,999
Per 1,000 Gallons for Gallons in Excess of 10,000

Gallons Included in Minimum
For all Meter Sizes

Service Charges
Establishment
Establishment (After Hours)
Reconnection (Delinquent)
Meter Test (If Correct)
Deposit
Deposit Interest
Re-Establishment (Within 12 Months)
NSF Check
Deferred Payment
Meter Re-Read (If Correct)
Late Fee

Monthly Service Charge for Fire Sprinkler
4" or Smaller
6"
8"

10"
Larger than 10"

Bulk Haulers per 1000

Per 1,000 Gallons for 0 to 3,000 Gallons
Per 1,000 Gallons for 3,001 to 9,000
Per 1,000 Gallons for Gallons in Excess of 9,000

44

N/A
N/A
N/A

$210.00
245.00
350.00
525.00
700.00
980.00

1 ,820.00
3.920.00

$18.75
28.15
46.90
93.75

150.00
281 .25
468.75
937.50

Present

$20.00
3500
20.00
50.00
0.00

0.00%
0.00

20.00
18.00%
15.00

18.00%

$5.00

$2.50
$2.50
$2.50

Rates

N/A
N/A
N/A

***

Company
$27.50
41 .25
68.75

137.50
220.00
412.50
687.50

1,375.00

$0.00
245.00
350.00
525.00
700.00
980.00

1,820.00
3.920.00

$25.00
40.00
25.00
50.00
0.00

30.00
18.00%

25.00
18.00%

-Proposed Rates-

$3.00
$3.25
$3.75

Schedule DRE-4

:
4svA

`*§~
5 §

we

18

$3.25

2090

Staff

of

60

* *

Per Commission Rules (R14-2-403.B)
Months off system times the minimum (R14-2-403.D)
1.00% of Monthly Minimum for a Comparable Sized Meter Connection,
but no less than $5.00 per month. The Service Charge for Fire Sprinklers
is only applicable for service lines seperate and distinct from the primary
water sewioe line.

0 0

GO
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Test Year Ended: December 31, 2005

Schedule DRE-5
Page 1 of 1

TYPICAL BI AND
General Service 5/8 X 3/4 - Inch Meter

I

Average Number of Customers: 266

Gallons
Present

Rates
Proposed

Rates
Dollar

Increase
P ercent

Increa s eCompany Proposed

Average Usage 5,135 $31 .59 $43.19 $11.60 36.7%

Median Usage 2,883 $25.96 $36.15 $10.19 39.3%

Staff Recommend

5,135 $31.59 $33.44 $1 .85 5.9%Average Usage

Median Usage 2.883 $25.96 $26.27 $0.31 12%

Present a. Proposed Rates (Without Taxes)
General Service 5/8 X 3/4 - Inch Meter

Gallons
Consumption

Present
Rates

Company
Proposed

Rates
%

Increase

Staff
Pmpased

Rates
%

Increase

0
1 ,000
2,000
3,000
4,000
5,000
6,000
7,000
8,000
9,000

10,000
15,000
20,000
25,000
50,000
75,000

100,000
125,000
150,000
175,000
200,000

$18.75
21.25
23.75
26.25
28.75
31 .25
33.75
36.25
38.75
41 .25
43.75
56.25
68.75
81 .25

143.75
206.25
268.75
331 .25
393.75
456.25
518.75

$27.50
30.50
33.50
36.50
39.50
42.75
46.00
49.25
52.50
55.75
59.00
77.75
96.50

115.25
209.00
302.75
396.50
490.25
584.00
577.75
771 .50

46.7%
43 5%
41 .1 %
39.0%
37.4%
36.8%
36.3%
35.9%
35.5%
35.2%
34.9%
38.2%
40.4%
41 .8%
45.4%
46.8%
47.5%
48.0%
48.3%
48.5%
48.7%

$20.50
22.50
24.50
26.50
29.75
33.00
36.25
39.50
42,75
46.00
50.90
75.40
99.90

124.40
246.90
369.40
491 .90
614.40
736.90
859.40
981 .90

9.3%
5.9%
3.2%
1.0%
3.5%
5.6%
7.4%
9.0%

10.3%
11 .5%
16.3%
34.0%
45.3%
53.1%
71 .8%
79.1%
83.0%
85.5%
81.1%
88.4%
89.3%



ATTACHMENT A

Engineering Report

Cedar Grove
Water. Inc

Docket No. W-02597A-06-0308
(Ra te s )

CONCLUSIONS

The Cedar Grove Water, Inc. ("Cedar Grove" or "the Company") water system has
adequate storage and well production capacities (See Section B and Exhibit 3 for a
discussion and a process schematic for the water system)

The arsenic levels reported by Cedar Grove comply with the new arsenic MCL

The Arizona Department of Environmental Quality ("ADEQ") has determined that
the Cedar Grove water system has no major deficiencies and is currently delivering
water that meets water quality standards required by Arizona Administrative Code
Title 18, Chapter 4

A check of the Utilities Division compliance database indicates that there is currently
one delinquent  compliance i t em for  Ceda r  Grove (See Sect ion E for  fur ther
discussion)

Cedar Grove is not located in an Active Management Area ("AMA") and therefore, is
not subject to any Arizona Department of Water Resources AMA reporting and/or
conservation requirements

Cedar Grove has an approved curtailment tariff on file with the Arizona Corporation
Commission

RECOMMENDATIONS

Staff recommends adjustments to plant in the Plant by Account table in Section B

Water testing expenses should be adjusted to the annual expense amount of $1,752
(See Section G for further discussion)

Staff recommends that Cedar Grove file,  annually after  the effective date of the
Decision in this matter, yearly reports within 30 days of the end of each calendar year



with the  Commiss ion's  Docke t control, which indica te  the  qua ntity of wa te r pumpe d
and sold each month during the  yea r. In the  event the  non-account wa te r leve l for the
Compa ny e xce e ds  10% during a  re porting pe riod, the  Compa ny s ha ll re port the
e fforts  ta ke n to re duce  wa te r los s , such a s  numbe r of le a ks  re pa ire d. If a fte r thre e
consecutive  reports  have  been filed the  Company's  non-account wa te r leve ls  rema in
be low the  10 pe rcent thre shold, S ta ff recommends  tha t the  reporting requirement be
e limina ted (See  Section H for furthe r discuss ion).

S ta ff re comme nds  tha t Ce da r Grove  us e  s pe cific de pre cia tion ra te s  by Na tiona l
As s ocia tion  of Re gula tory Utility Commis s ione rs  ca te gory (S e e  Exhibit 4  for a
tabula tion of the  recommended ra tes).

The  Company has  proposed to reduce  its  5/8 X 3/4 me te r cha rge  to $0.00. All othe r
charges  would remain the  same. S ta ff does  not object to the  Company's  proposa l and
re comme nds  a pprova l (Se e  Se ction L - Se rvice  Line  a nd Me te r Ins ta lla tion Cha rge s
for furthe r discuss ion).

4.

6.

5.

Sta ff recommends  tha t within 90 days  of the  e ffective  da te  of the  orde r in this  ma tte r
Ce da r Grove  comple te  the  ne e de d  improve me n ts  lis te d  be low a nd  file ,  a s  a
compliance ite m with the Commiss ion's Docke t Control, documenta tion
de mons tra ting tha t the  improve me nts  ha ve  be e n comple te d (S e e  S e ction L - P la nt
Deficiencie s  Identified During S ite  Inspection for furthe r discuss ion).

Correct substandard (loose  and/or exposed) wiring a t the  Well No. 5 well s ite .
Insta ll permanent enclosure  needed for booster system at the  Transfer Sta tion.
Ins ta ll pe rmanent enclosure /building and s lab needed for we ll a t the  Well No.
5 we ll s ite .

•

•

•
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A. INTRODUCTION AND LOCATION OF COMPANY

On May 2, 2006, Cedar Grove Water, Inc. ("Cedar Grove" or "the Company") filed a rate
application. The Ar izona  Corpora t ion Commission ("ACC" or  "the Commission") in
Decision No. 68304, dated November 14, 2005, granted an extension of the Company's
Certificate of Convenience and Necessity ("CC&N") and ordered Cedar Grove to file a rate
case application by March 31, 2006, using a 2005 test year. The Company's CC&N area
which comprises roughly eight square miles is located approximately twelve miles east of
Show Low in Apache County.  Exhibit  l describes the service area of the Company and
Exhibit 2 shows the location of the Company in relation to other Commission regulated
companies in Apache County.

B. DESCRIPTION OF THE WATER SYSTEM

The plant facilit ies were visited on June 12,  2006,  by Commission Staff members Jeff
Michlik and Del Smith in the accompaniment of Mr. Mark Grapp, President and Manager of
the Company and Mr. Thomas Graph, Assistant Manager of the Company.

Extensive modificat ions have been made to the Cedar  Grove water  system since Staff
conducted its last inspection.1 At the time of the last inspection, Cedar Grove was operating
three independent water systems, the North (now the Sunrise Vista Well Site), South (now
the Warehouse Well Site) and Eagle Ridge Systems. These systems have since been
inter connected and now opera te a s  one la rge sys tem under  Ar izona  Depa r tment  of
Environmental Quality ("ADEQ") Public Water System Identification No. 01-049. The
Cedar Grove system consists of four well sites, a storage tank site and two booster stations.
Generally, each well site includes a well, well meter, storage tank(s), booster pumps, pressure
tank and building(s). Exhibit 3 is a schematic diagram showing how the well sites and
various system components interconnect. Description and reference to the Well No. 5 site in
this report is for record keeping purposes only. According to the Company, it was not in
operation until the end of the test year.

The water system has adequate storage and well production capacities.

1 The Cedar Grove system was las t inspected in January 2001. The inspection was conducted in connection. with
the Company's  las t ra te order, Decis ion No. 63673, dated May 24, 2001.



We ll S ite Ea gle  Ridge S unris e  Vis ta Warehouse

ADWR ID No. 55-566375 55-087623 55-550075

Ca s lng S ize
(inche s )

6 6 6 with  5  inch
line r

Ca s ing De pth
(fe e t)

544 860 440

IP ump T e submersible subme rs ible submers ible
Pump Size
(horsepower)

7.5 5 5

P ump Yie ld

m)°o-
56 11.5 31.5

Me te r S ize
inches)

2 1 1

Chlorina tor n o n o n o

S tora ge  Ta nks
(ga llons )

1 50,000 Na 1- 10,000
1- 12,000

Boos te r P umps

(hors e powe r)

2-7.5 3-2 4-2

P re ssure  Ta nks
ga llons )

1 --- 2,000 n o 1 1,000

S urge  Ta nks
(ga llons )

n a n o 1 -20

S tructure s 1 - 24 ' X 24 '
Bu ild in g

1 .. 12' X 12'
Bu ild in g

1  - 6 '  X 6 '  &
1- 20' X 30"
Bu ild ings

We ll No. 5
55-808434

6 with  5  inch
line r

400

submersible
5

30

1

n o

1 -. 15,000

2-2

1 -250

1 2 0

1 -- 12' X 12"
Bu ild in g

Site
Storage Tanks

(ga llons)
Components Structures

Cedar Ridge 1 - 300,000 n o Na

Transfer
S ta tion

n o 2 2 Hp Booster Pumps
Temporary
Enclosure

Rippy Pump
Sta tion

Na
1 .... 2 Hp Booster Pump
1 - 7 Gallon Surge  Tank

Permanent
Insula ted Hut

Cedar Grove Water, Inc.
Docket No. W-02597A-06-0308

Page 2

Well S ite  Da ta

S tora ge  Ta nk S ite  a nd Boos te r S ta tion Da ta
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Wate r Ma in Da ta

1. Quantities  reflect annual report data  for 2005

Customer Mete r Da ta

1. Quantities  reflect annual report data  for 2005

Fire  Hydrant Da ta

1. Quantity reflects  annual report data  for 2005

The plant ba lances  lis ted be low are  subj e t to change  based on Staffs  financia l audit of the
Company's  documenta tion

P lant by Account
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330.2 Pressure Tanks
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E Pumps - '03

E Well pumps --'04

: 10,000 gallon - '02

Water Treatment Equipment

Transmission & Distribution Mains

Distribution Reservoirs
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Storage Tanks

Meters

38 services - '02

Services

1,740' of 6" PVC '01
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TOTALS : $280,090 $584,467$304,377
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343 Tools  &_Work Equipment
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Notes : (1) Adjus ted to reflect plant amounts  es tablished in las t ra te proceeding.
(2) Moved $965 in meter box inves tment to Acct. 334.
(3) Moved $1,466 in meter box inves tment to Acct. 334.
(4) Fire hydrants  were left out of ra te base due to a  lack of adequate fire flow within the dis tribution
system.
(5) Dolla r amount as sumes  a  fully refunded MXA.
(6) The Company did not include the Eagle Ridge Plant in its  Plant Summary. The Eagle Ridge
Subdivis ion was  added in 2001 under an MXA.

c. ARSENIC

The U.S. Environmenta l Protection Agency ("EPA") has  reduced the  arsenic maximum
contaminant level ("MCL") in drinking water from 50 micrograms per liter (ng/1) to 10 ng/l.
The arsenic levels reported by Cedar Grove comply with the new arsenic MCL.

D. ADEQ COMPLIANCE

ADEQ ha s  de te rmine d tha t the  Ce da r Grove  wa te r s ys te m (P ublic Wa te r S ys te m
Identification No. Ol-049) has no major deficiencies and is  currently delivering water that
meets water quality standards required by Arizona Administrative Code, Title 18, Chapter 4. 2

E. ACC COMPLIANCE

A check of the Utilities Division compliance database indicates that there is currently one
delinquent compliance item for Cedar Grove (status as of Febnuary 9, 2007). In Commission
Decision No. 68304, dated November 14, 2005, the Company was ordered to file a copy of
its  Approval To Construct ("ATC") issued by ADEQ for "extension facilities" within 365
days. Compliance was past due on November 15, 2006. On November 30, 2006, in Docket
No. W-02597A-04-0456, the Company requested a 180-day extension to obtain the final
documents from ADEQ. The Company has informed Staff that it is  preparing a tiling with
ADEQ to obtain the ATC required per Decision No. 68304. Staff has recommended that the
Company be granted a 180-day extension, until May 13, 2007, to file its ATC.3

2 ADEQ Drinldng Water Compliance Status Report dated 5-25-06.
3 See Staff memorandum filed February 23, 2007, in Docket No. W-02597A-04-0456 for more detail.
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ARIZONA DEPARTMENT OF WATER RESOURCES (ggADwR9,)
COMPLIANCE

Cedar Grove is not located in an Active Management Area ("AMA") and therefore, is not
subj et to any AMA reporting and/or conservation requirements

WATER TESTING EXPENSE

Cedar Grove is subject to mandatory participation in the Monitoring Assistance Program
("MAP"). Participation in the MAP program is mandatory for water systems, which serve
less than 10,000 persons (approximately 3,300 service connections). The Company reported
its water testing expense at $1,279 during the test year. Staff has reviewed the Company's
testing expense and has recalculated the testing costs based on the Company's new laboratory
costs and additional monitoring requirements by ADEQ for Disinfection/Disinfection By
Product ("D/DBP"). D/DBP monitoring applies to any public water system that adds a
halogenated disinfectant during the treatment process and is required to monitor annually
Water testing costs were calculated, based on the following assumptions

MAP will do baseline testing on all parameters except copper, lead, nitrates, and
coliform bacteria
ADEQ testing is performed in 3 year compliance cycles. Therefore, monitoring costs
are estimated for a 3 year compliance period and then presented as a pro j?
expense on an annualized basis
Expenses are included for a complete inorganic analyses at each well. This will
provide important aesthetic and water quality information for the Company and the
consumer (i.e., hardness, salinity, iron, manganese, alkalinity)
The estimated water testing expenses represent a minimum cost based on no "hits
and assumes the Company has qualified for reduced lead and copper sampling. If any
constituents were found, then the testing costs would dramatically increase



Monitoring - 1 system,
3 POEs & 3 wells

(Tests per 3 years, unless
noted)

Cost
pe r
test

No. of
tests per
3 years

Tota l 3
year cost

Annua l cost

108
monthlyBacteriologlcal

per POE
$17 $1,836 $612

Inorgamcs MAP MAP MAP MAP

Radiochemical - (1/ 4 yrs) MAP MAP MAP MAP

IOC's ,  S OC's ,  voc 's MAP MAP MAP MAP

Nitrite s MAP MAP MAP MAP

Nitra te s  - annua l pe r POE $20 9 $180 $60
Asbestos -- per 9 years MAP MAP MAP MAP

Lead & Copper per 3
years

$30 20 $600 $200

MAP fees* $880
TTHM - annual n o

HAAs - annual n o

Tota l $1,752

Cedar Grove Water, Inc.
Docket No. W-02597A-06-0308

Page 7

Water testing expenses should be adjusted to the annual expense amount shown in the table
below.

Water Testing Cost

*Note : The  ADEQ MAP  billing for Ca lenda r Year 2006 was 3879.60.
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WATER USE

Water Sold
Based on the  information provided by the  Company, wate r use  for the  year 2005 is  presented
be low. For Ce da r Grove , the  high monthly dome s tic wa te r use  wa s  335 ga l/da y-se rvice  in
Augus t, a nd the  low monthly dome s tic wa te r us e  wa s  96 ga l/da y-s e wice  in Ma rch. The
average  annua l use  was  171 ga l day-se rvice . Monthly wa te r use  during 2005 is  shown in the
figure  be low:

Aug

MONTHS

Non-account Wate r

able  to reconcile  the  diffe rence  be tween wate r sold and the  wa te r produced by the  source . A
wa te r ba la nce  will a llow a  wa te r compa ny to ide ntify wa te r a nd re ve nue  los s e s  due  to
leakage , the ft, and flushing. Non-account wa te r for the  Company in 2005 (and 2004) could
not be  de te nnine d due  to the  fa ilure  of a  me te r ins ta lle d a t the  Wa re house  we ll s ite . S ta ff
a ttempted to de te rmine  non-account wa te r for the  Company in 2006 however this  da ta  could
not be  used due  to the  connection of a  new in-me te red we ll a t the  Well No. 5 we ll s ite  which
occurre d in la te  2005 (The  Compa ny ha s  s ince  ins ta lle d a  we ll me te r a t its  We ll No. 5 we ll
s ite ). Using old wa te r use  da ta  from 2002 and 2003 non-account wa te r was  ca lcula ted to be
50 o on an overa ll basis . S ta ff recommends tha t Cedar Grove  file , annua lly a fte r the  e ffective
da te  of the  Decis ion in this  ma tte r, yea rly reports  within 30 days  of the  end of each ca lendar
ye a r, with the  Commis s ion's  Docke t control, which indica te  the  qua ntity of wa te r pumpe d
a nd s old e a ch month during the  ye a r. In the  e ve nt the  non-a ccount wa te r le ve l for the
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Company exceeds  10% during a  reporting pe riod, the  Company sha ll report the  e fforts  taken
to reduce  water loss , such as  number of leaks repaired. If a fte r three  consecutive  reports  have
been filed the  Company's  non-account wa te r leve ls  rema in be low the  10 pe rcent thre shold
S ta ff recommends tha t the  reporting requirement be  e limina ted

The  number of actua l customers  for the  years  2001 through 2005 were  obta ined from annua l
re ports  s ubmitte d to the  Commis s ion. At ye a r e nd 2001 Ce da r Grove  ha d a  tota l of 185
cus tomers  and by yea r end 2005 the  Company had a  tota l of 283 cus tomers . It is  projected
that Cedar Grove could have  approximate ly 390 customers by 2010

G R O WT H

-5- Actual- Linet (pruleae4)
mauuumusuw

DE P RE CIATIO N RATE S

Sta ff ha s  de ve lope d typica l a nd cus toma ry de pre cia tion ra te s  within a  ra nge  of a nticipa te d
e quipme nt life  pe r Na tiona l As s ocia tion of Re gula tory Utility Commis s ione rs  ("NARUC")
pla nt ca te gory. The s e  ra te s  a re  pre s e nte d in Exhibit 4 a nd it is  re comme nde d tha t the
Company use  these  deprecia tion ra tes  by individua l NARUC ca tegory

C UR TAILME NT P LAN TAR IF F

Cedar Grove  has  an approved curta ilment ta riff on file  with the  ACC
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L. OTHER IS S UES

Service  Line  and Meter Ins ta lla tion Charges

The  Company has  proposed to reduce  its  5/8 X 3/4 me te r cha rge  to $0.00. All othe r
cha rge s  would re ma in the  s a me . The  Compa ny ha s  told S ta ff tha t it would pre fe r not to
cha rge  for the  5/8 me te r because  the  adminis tra tive  cos t of re funding outwe ighs  any benefit
e specia lly for the  s tandard mete r. The  Company's  exis ting charges  for the  la rge r s ize  mete rs
a re  subs tantia lly be low wha t is  typica lly cha rged but the  Company be lieves  the  amounts  will
be  sufficie nt to cove r ma te ria l cos ts  a nd the  Compa ny will provide  the  la bor. The  Compa ny
would  like  to  ke e p ye a rly re iilnds  to  a  minimum which it be lie ve s  will cre a te  le s s  of a
fina ncia l burde n for it. S ta ff doe s  not obje ct to the  Compa ny's  proposa l a nd re comme nds
tha t charges lis ted be low in the  right-hand column be  adopted.

Service  line  and meter insta lla tion charges

P lant Deficiencie s  Identified During S ite  Inspection2.

S ta ff ide ntifie d s e ve ra l ite ms  tha t ne e de d a tte ntion during its  s ite  vis it on June  12,
2006. The  items identified were  :

S ubs ta nda rd (loose  a nd/or e xpose d) wiring a t the  following loca tions : Rippy P ump
Sta tion, Sunrise  Vis ta  well s ite , Transfe r Pump Sta tion, Warehouse  well s ite  and Well
No. 5 we ll s ite .
Needed repa irs  to the  building a t the  Sunrise  Vis ta  well s ite .
Permanent enclosure needed for booster system at the Transfer Station.
Permanent enclosure /building and s lab needed for well a t the  Well No. 5 well s ite .
We ll me te r a t We ll No. 5 we ll s ite .

1 .

•

•

•

•
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The  Company agreed to make  the  needed improvements . Commiss ion S ta ff Enginee r Ka tlin
S tukov conducted a  follow-up s ite  inspection on December 7, 2006, and ve rified tha t with a
couple  of minor e xce ptions  a ll of the  e le ctrica l work ide ntifie d ha d be e n a ddre s s e d. On
January 31, 2007, the  Company notified S ta ff tha t the  e lectrica l work a t the  Warehouse  we ll
s ite  had been comple ted. S ta ff re commends  tha t within 90 days  of the  e ffective  da te  of the
order in this  matte r Cedar Grove  comple te  the  needed improvements  lis ted be low and file , a s
a  compliance  item with the  Commiss ion's  Docke t Control, documenta tion demonstra ting tha t
the  improvements have been completed:

Correct substandard (loose  and/or exposed) wiring a t the  Well No. 5 well s ite .
Insta ll permanent enclosure  needed for booster system at the  Transfer Sta tion.
Ins ta ll pe rma ne nt e nclosure /building a nd s la b ne e de d for we ll a t the  We ll No. 5 we ll
s ite .
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EXHIBIT 1

Apaeke

RANGE 24 East

Cedar Glue Water

W-2479

Lord Arizona Water Systems, Inc

Cedar Give Water
Docket No. W-1597-04-456
Application for Extension
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EXHIBIT 2

A P A C H E C O U N T Y
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Process Schematic
PWS-01-049
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NARUC
Account No.

De pre cia ble  P la nt
Ave ra ge
S e rvice  Life
(Ye a rs )

Annua l
Accrua l Ra te

(% )
304 Structures  & Improvements 30 3.33

305

330.1

Collecting & Impounding Rese rvolrs 40 2.50 I

La ke , Rive r, Ca na l Inta ke s 40 2.50

We lls  & S prings 30 3.33

Infiltra tion Ga lle rie s 15 6.67

Raw Wate r Supply Ma le s 50 2.00

Power Genera tion Equipment 20 5.00

Pumping Equlpment 5 20.0

Water Trea tment Equlpment .=9===\1

Water Treatment Plants 30 3.33

Solution Chem1caI Feeders 5 20.0

Dis tribution Re s e rvoirs  & S ta ndpipe s "

S tora ge  Ta nks 45 2.22

330.2 P re ssure  Ta nks 20 5.00

Tra nsmis s lon & Dis tribution Ma lns 50 2.00

S ervlce s 30 3.33

Me te rs 12 8.33

2.00

6.67

Hydra nts 50

Ba ckflow P re ve ntion De vlce s 1 5

Othe r P lant & Misc Equipment 15

Office  Furniture  & Equlpme nt 15 6.67

Compute rs  & Software 5

Transporta tion Equlpment 5

Stores Equipment 25

Tools , Shop & Garage  Equipment 20

Labora tory Equlpment 10

Power Opera ted Equlpment 20

Communica tion Equipment 10 10.00

Misce llaneous  Equlpment 10 10.00

Othe r Ta ngible  P la nt

306

307

308

309

310

311
320

320.1

320.2

330

305

330.1

330.2

331

333

334

335

336

339

340

340.1

341

342

343

344

345

346

347

348

6.67

6.67

20.00

20.00

4.00

5.00

10.00

5.00

EXHIBIT 4
TYPICAL DEPRECIATION RATES FOR WATER COMPANIES

NOTES :
1. These depreciation rates  represent average expected rates . Water companies  may

experience different ra tes  due to varia tions  in cons truction, environment, or the phys ica l
and chemical characteris tics  of the water.

Acct. 348, Other Tangible Plant may vary from 5% to 50%. The deprecia tion ra te would
be set in accordance with the specific capita l items in this  account.

2.

3. During the last rate proceeding a five year service life was established for pumping
equipment (Acct. 311). Staff recommends that the five year life be retained.


